
dollars) of total shared and commoIl cost3 and t1x11 to alloc:au the pool of C04;ts to the various

DetWOrk elements, Amerittch Michigu's ration:u.e is rhat s.h<tted costs do DOl exhibit mucb

sensitivity to demand and do Dot Y3.l"}' at all in prloportion to volume-sensicive costs. Arnerited1

MiQigan adds that common costs do DOl vary ax all with the level of output dem;:mrltrl, In any

event. Amerimc:h Michigan MyS, the pctUm3ge allocators adopttd by the Commission are too

low to recover iU shared m:! common COSU-,"

In addition.. Ameriteeh Midligan 5taIeS. the!:'e is it compa:t!:ioDa1 error in the man:;,er thst

Mel and AT&T applied the fixed allocator', Bcc.aose shared and coamiou C¢Sts enable service

to be provided throughout the local aclwlge se:viu territories of Amerita:h·s five-swe region,

the COSts must ~ allocated over Amentech's operations for the entire region, 1'hc denominator

of the allocatOr expresses the cumulative total e:lemem long ron i.na~tal costs of providing

unbundled network elements in all of Ameritecl:l's opera1ing areas (and is lcnown as the

"extended TELRIC"). ACGOrdiDg to Ameritec.h Michigan, the July 14, 1997 order altered some

of the ~sr inputs used to co=npute the extended TELRlC, tl:lu~by requiring a. corresponding

adjustment to the denominaIor of the allocator. which MCI and AT&T ignored. Applying the

adjustment. Ameaitech Michign computes an increase in the all0C3t0f of about 9~ percentage

points, assumiIlg that the other cost Ulputs in the July 14, 1997 order remain lmChanged. Aff.

cf Ruth AnD Cartee I filed Ocr. 20. 1997. at pan. 29 (confidemial version).

AT&T and MCI, coUectively, (AT&TIMCI) say that Ameritecb Michigan's proposal for

allocating shared aDd common costs is excessive. AT&cTlMeI argue tb.u although me a.e.curacy

and reliability of 1997 Ameritech preliminary budge( data are doubtful. the more fundamental

flaw is the methodology. which relies upon embedded oosts~ of !orward~loomgcost
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the cost! reflect an efficiem operation, and all(lC(Lte$ a d.ispropomoDate sb.ue of the costs to

reguLarcd services. AT&TIMCI say thaI only ollie pan of the budget, repre:sem:ing Aroeri1ech

Information IJ:Idustty Servi~ (ADS), aaually iIlCTt3Sed and the otbm declined. According to

AT&TIMCI, the A.lIS budget increase makes all. unrealistie assumption.. which is that ADS is a

start-up business aM does DOl share in tbe'CCODlXJUe$ ollCl1e of Amaitech's overall opaations.

AT&TIMCI contend Wt a fixed ~gc~alloeu.or mr shared and common coStS is

necessary to ensure that the allocations do DOt become WJduJy sensmve 10 changes in the

forecast of demand for the Wlits of outpUt ID be provided. They suggest thaI Ameritec.h

Michigan'sd~ fOlecastS are arbitrary aodunreliable.

According to ATclTiMCI. Americech Michigan's proposed adjustment to the extended

TELRIC in computing a fixed allocator is inappropriate because it ignores the CCUDtervailing

effects of the price elasticity of demand. In otllef words, AT&TJMCr explain. if the extended

TELRlC declines, tlle price of the unbundled Iletwork ele:mems would also decline, tbacby

s:imulating more demand for the elements. AT&TIMCI claim that the additional reve.oues

resulting from the increased dema..I:.d will offset the revenue shortfall from the priee reduction.

Although they annot compu1C the precise efftas of price elasticity, given that Ameritech

Michigan did DOt provide them with studies analyzing the priceJdemand relaIiorrship,

AT&TfMC! suggest th3r it is fair to infer a OIlt-to-<lQe invene correlation. thereby avoidiDg any

adjustment {or changes in ~e e;rteDded TELRIC.

The Attorney General does not object to lilt shared and Common cost allocaIor adcpred in

the July 14, 1997 order. Howev~. he does claim that even lowCT:allocatiolU might be
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- -
appropriate to ensnrc that a dispropoI1ioDate s.hart! of the coStS a.re DOt being shifted to elements

that are necessary for competition. As an alternative, he suggestS that the CoIIU:llission revise

the allocator downward to 10" as a conserVative estimate of shared and cOmmon costs.

The Staff agrees with AT&TIMCI that Amelitet:h Michigan's reliaDee on updated budgets

and expendimres tor 1997 proves nothing. The SWf further corm:ud.s lhat it is inapptoptiate for

Ameriteeh Michigan to allocate 'i disproponiom.1c amount of the shared Uld common COstS to

~.ail servict'S. The St3ff adds that nothing done in this c:ase should be understood as eonfeniDg

approval for Amerit«h Michigan's tce:et1t retail study of slWed and c:Cnmion costs, which is

CU1'TC'I:1tly at issue in Case No. U·l1S73 (relati.n{: to federafumvma1 ~ce suppon).

The Staff does agree in principle with Amt3i~h ~higan's viev.' that its eXtended TELRlC

must be adjusted for changes in~ cost inpUts 'used in the TSLRIC studies. as approved i.JJ the

July 14, 1997 order.

In responding to AT&TIMCI'5 romments regardwg the pri~ ebsticity of demand.

A.me:ri~h Michigan says that there i$ 00 acctJ:.ted technique for estimating elasticity in a new

market for which no prior sales cL1ta exist. ADJe.r1tet:b Michigan also contends that

AT&TIMO's wumptiOI1 that there is a one-w..<>ne relationship beNlecn price aDd demand is

arbirrary and lacks ~y basis in economic theory.

The Commission finds that the affidavits a~ comments submitted during rcl1e:aring do not

provide a. basis for altering the determ.i.nations regarding shared aDd tODm1OD costs in the

July 14, 1997 order. ."-lthoug!:l Amerit~ Michigan disagrees WIth the Carcmission's d~ision

to adopt AT&TIMCI witness Brad Behounelc's approac..h, it does not offer my new or convinc..

ing infon:natioD to persuade the Commission mat Mr. Behounek's approach was 'DOt the most
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suitable of those supported on me record. Ameri~tecl1 Michigan's revised budget data for 1997

simply update the prelimlJwy dati it \lStd in itS i.nitial presentation. It proves little more than

tbat some of~ budgeted i~ may have been tOO low aDd others too high.

However, the Commission does~ Ameriteeh Michigan's adjustment related to the

meDded TELRlC, which the Staff also supporu:d. Changes in cost inputs required both by this

order and the July 14~ 1997 orda would necess;tri1y affea mee~ TELRIe and should be

reflected in the denominator oCme shared and Cl)JnmQn cost aIlOC3lOr. ATkTlMlj's reliance

on the price elasticity of demand as a basis far i:gDOring the adjUSUDf"" is not perslW.ive. Their

attempt to estimate the relationship betweeu price am1 dema.Ild is speculative.

In a separate order issued today in Case No. V-11573, the Commission rcqaires Ameritecb

Michigan to file a revised forward-looking eco~omic cost scudy for use in determining federal

universal service support. Unlike the studies approved in Case No. U-11280. the revised COSt

stUdy that Ameritech Michigan will file will be based OD its propo~ retail shared and common

cost study. which will become directly 31 issue in the universal support cost stUdy docket.

Nothing in this order addressing the rehearing isSlU:s in Case No. l)'·ll280 sbould be interpreted

as approving either the proposed retail shared and common cost stUdy or other proposals in the

uniVersal suppon cost study case.

Unbundled Loc:a1 Switching

Ameriteeb Michigan's commentS in suppert of ad1itioC3l charges for the vertical features of

the local switch do not meet the standard for r!hearing, but instead they reiteme the same

arguments that the Commission previously fOlLDd unpemusive. In making these arguments.

Ameritecb Michigan relies on the same worq,apers that the Commissicn previously rejected as
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i.n.&d~uate as well as some excerpted pages of its~ model dOQD11eDwion. This showing dt'leS

not dc:moasuate Wt there are eosu associated with the veni.ca.I feam:res that are in addition to

those incurred to use the basic switebUlg func:tiOtl (and recovered tl:.rough the charges for

unbundled local switching).

Common Transport
"....0.. ... .... .. .. ..

In the July 14, 1997 order. the Commission lNMated th2l Ameritteh Michigan provide·

common transpon or unbundled access to the same public switclled netWork that Ame:ri~h

Michig2J1 uses to serve its retail customers. In!;eeQng rehearing on. this issue, Ameritedl

Michigan made reference to the FCC's subsequ'~nt issUance of the Third Order on Rcconsidera-

tion and Funher Notice of Proposed Rulemaking. Implementation of the Local Competition

Pro...isioDS in tl:le Tel~ommunicatioDS Act of 1996. FCC 97-295 (Aug. 18, 1991). Although

Ameritecll Micbjgan viewed the FCC order as unlawful, it conco1ed that the terms of the order

would alter itS obligations to provide unbundled transport. if they survived subseqtWU legal

challenges.

After the Commission's order granting rehearing, the vo.ited States Court of Appeals for the

Eighth Circuit issued an order on Qaober 14, 1991. in which it ametlded a. portion of its

opinion in Iowa Utilities...Bd ,,~ 120 F3d 753 (CA 8. 1991), cert gtd _ US _(l998}.1 ~ a

consequence of the court"s amCDded dlcision. A.meriteCb Michigan now contends that it is under

DO obligation to provide common transport aJ)dp~ to remove all referenees to common

uanspon from iu tari~. Ameriteeb Michig~J reiterates its earlier proposal to offer inter-<>ffice

'The court's initial rulio.g in Iowa Utili~ upheld in pan aDd Vae3ted in part the rules
promulgated by the FCC in its First Report aI1d Order. Implementation of the Local
Competition Provisions in <he Tel~mmuni~~ons Act of 1996. 11 F.e.C.R. 13042 (1996).
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transmission ~'ilities on a d.edicaItd basis, either to single pro~cn or to two or more

providers on a shared basis.

The Eighth Circuit's decision, as aroended. vacated 47 C.F.R. § SI.31S(b), which provides:

"Except upon request, an incumbent LEem shall DOt separate requested netWork elements that

the incmnbe1!t LEC currently combines.· In reaching this result, the coan reasoned:

5ection25l(e)(3)fJ) requires an iIlcuIllbelt LEe to provide ¥:aSS to the elements
of its netWork only 011 an uobtmdled (as opposed to a combiDcd) balis. Staled
another "ay, § 2S1(c)(3) does DOt ~it a ilCW entrant to purdlase the inaJm·
beut LEe's assembled platfonn(s) of combined ncrwork~ (or any lesser
existing combination of two or more ekmems) in order to offer competitive
teI~mmlltlic3tions services. To permi.t such an acquisition of alrtady combined
elements at COSt based. rates for Imblmdled access would obtitrrate the careful .
distinctions Congress has drawn in ~;ections 2S1{c)(3) mj (4)Coll between
access to unbundled netWork elements ')D the one b3nd and the purcbase at
Wholesale rates of an incumb;>.nt"s telecommunications retUl services for resale
on the other. Accordingly, the Commission"s ruJe. 47 C.F.R. § S1.315(b) ... is
contrary to § 25l(c){3) because the roll: would permit the new enuant access to
the iI:..cumbent LEe's network element!; on a bundled ratheT than an unbundled
basis.

Slip op. at 2.

Ameriteth Michigan interprets the Eighth Circuit"s dedsioD as invalidating ally obligation to

provide common transport. Ameriteeb Michigan c.haracterizes common tranSport as the

undifferentiated use of its entire network ~OD) the end-USt customer's switch line POrt to the

called party's end office line port. As such, Ameritech Michigan comtnds, an \3bli(;'-tion to

offer common transport would impermissibly compel the incum~ to provide pre-assembled

lA LEC is a local exeha.Dge curier.

)47 USC 251(c){3).

-47 USC 251(c){4), which requires ir..curobent LECs to offer for resale u wholesale
rates services thaI they provide on a retail b2.sis.
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combinatiom of varioOJ elemems. including unburldled local 5wir.chiag. i.tIter~ffice tnDsmjuion

facilities, a.od unbundled aDdcm SMlclUng. Ameritech Michigan cites the FCC's liwemcuts in

ic.s Tb.ird Order on Reconsideration, paras. 42.47 &. 0.127. which acknowledge that common

tranSpOrt cannot be effectively disassociated from local S'Witclllng iLDd that a competing cmier

could DOt, as a prac:rica1 matta'. putCbasc CODm1OU tnnsport witbout also purchasing local

switchin& from the iDcumbC8t.'

Ameriteeb Michigan fanher contends that ~(:n if common trmspOn coa.1d be vj~_'ed as

distinct from local aDd tandem switching, it would still etttail an~Je Combination of

netWork elements. AecordiDg to Ameriteeb Micltigan.. each of th: inIer-oftice umsmission Jinks

connecting two end offices, two tandem swirches, or an end office and a tuldem switch. is itself

a distinct element. Ameriteeh Michigan reasons that a service providing fur the traosmission of

signals over its entire netWork of inter-office transmission facilities would impermissibly

combine those elemeatS. contt&r)' to the Eighth Circuit's bolding.

Amerite<:.h Michigan also argues that the Co~'TUDission cantlO( require common tra.nspon to

be offered pursuant to its antboriry under the Michigan Te!ecozmmmications Act.

MeL 484.2101 et seq.: MSA 22.1469(101) et St~ •• because the Eighth Circuit's ruling

preemptS state law i.a this respect. Ameritech Michigan draws rhis conclusioo from the Eighth

Circuit's observation that mandaricg combiDaticiOS of e]nnems ·would obliterate the careful

distinctions Congress has dnwn ... between a,;ce$s to unbundled oetWork elemenu on the one

band and the purchase at wholesale raJ.es of an mcumbent's teleconDTllmieatioDS retail services

for resale on the other. W Order amending Iowa Vtilities, slip op. a1 2. Ameritecl1 Michigan

'The FCC actuaHy refers to ·~hared tra.Ilspon, • but. in dQing.so, it zn.ab:s rtference to
a concept that is syDonymous. or virnlalJy so, \lnm common transport.
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argues tJ:w a swe.impos.ed obligation to provide eommoo r::rmspon and other pr~-asu:mbled

combi.tw.ions of elements would be subject to preemption because. if oU1erwise left to staDd.. it

would erect obstaCles to the pw"oses and policies o( the r~era1 Telcconnnunieations Act of

1996.

In addition. Ameritech Miclligan argues tba1 imposing an obligation to offer common

tt.msport 'W'Ould ur«d the'tommis.sion's authority. as~ in Section 355(1) of the

Michigan Teleeommunic:atioDS Act, MeL 484.2355(1); MSA 22.1469(355)(1). Aceording to

Ameritech Michigan. SeCtion 355 mandates that unbWldling of basic local tXcbaD&e setVice

proceed no further than itS loop and port cmnpcllIents and does DOC addres! inter-office

transmission facilities or taDdem switching. Ameritech Michigan contends that AT&T's aJX1

Mel's proposals to use COImIlOl1 transport for curying Iong-disWl~ traffic demonstrate that

common transport is not an element of local excbange seI'\ice.

In response. Mel and AT&T say that the fCC rejected A.me:ritecb Michigan's argumems

opposing common transpOn in the Third Order ,on Reconsideration. Observing further that the

Eighth Circuit denied a motion to stay the Third Order 00 R~DSideration.6 Mer a.nc1 AT&T

argue that the FCC order remains in effect aDd that Am.eritecl1 Michigan must comply with the

order by providing CotnmDD tIaDSpOrt. MCl aDd AT&T further Dote tha! the'Iowa Utilities

decision upheld the FCC's broad inttr'prewiOD of nerwork elemeo.ts as including "all of the

facilities and equipmel1I thaI are used in the ove:r:ill commercial offering of ttlecom..munic:a-

'Southynstem BeJ,l Telephone C,g \' FC(~ order of the United States Court of Appeals
for the Eighth CirC\tit. decided October 30. 1~17 (Docket Nos. 97-3389/3576/3663) Oral
arguments on appeal from the Third Order 00 Reconsidention were:heatd in January 1998.
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tions." 120 F3d 808..()9. Met aDd AT&T c:onu~ that the October 14. 1991 amcDdIneDJ to the

Iowa Utilities opinion should be understood as a.ddressing only the narrow question of whether

an incumbem provider must provide combinations of elements, a ruling that does not alter the

court's broad holding thJt "a requesting tarrier is entitled to gain aceeu to all oCtile UIlb\mdled

elements tb3t, when combined by the requestilJl; carrier, are suffi.ciem to enable the requesting
. .

carrier to pn:Mde telCC)mmunia!ioDS services.· 120 F3d SIS. ·AT&T~ chac the coun's

amended opinion did not purport to redefine an.y tmbandled DetwOrt. e1em= or ev= address

common transport..

AT&1 further con~ that AmeritechMi~' s obligation under federal Law to provide

acCe$S to its unbundled nerwork elementS, as r:affirmed in Iowa Utilities, means all elements,

including common tranSPOrt. AT&T responds to Ameritech Michigan's claim Wt unbundled

elements are discrete f3ci.litit:S or equipment by StAting that no single element is capable of

prOViding a service by itSelf, but that each is fi.mc:tionally imerdepeadem and can only be used

when combined with ochers. AT&T asserts that feQen..llaw comers the right to pUl'thase any

single unbundled netWork element or all of them as a complete package capable of providing

local exchange service.

Mel and ATAT contend that nothing in the Eighth Circuit's deciSion or its underlying buis

in federalla\\' precludes state ccLr:Jmissions, a.cting under StaLe la-, from ordering incIuDbe'D~ to

provide combinaDons of elc:menu or to refrain from disassembling elements th.al were previ-

~usl)' ~mbined. They szy tba1 federall.aw setS mmimum requiremen1S for UDbundling. but does

not preclude the states from adopting more c1emanding requiremt:m3 of their own to prohibit

diSCri.miI:l1tiOD and promote competition. They further explain that the Eighth Circuit merely



~}d chat the FCC lacked a~thorit)' under federa1l.aw to promulgm a rule. but thaI the court did

not preempt the stateS from adopting the same staDdard.

Regarding the issue of preemption, MCI and AT&T cite Section 251 (d)(3) of the federal

aet. which provides:

In presaibiDc aDd emorting regulatiCU:l$ to implement the requirementS of
this section, the [FCC] shall not preclude the e:nforc;ement of any regulation..
order. or polU:y of a Swe Coi:umission th;lt- .

(A) establishes~ and imereonneetion obligations of local e.tehan8e carriers:

(B) is consistent with the requiremet1ts of this section: aDd

(C) does DO( subStmrially prevent impl~tltioD of the requirements of this
section aod the purposes oftlJis part [part n. or 47 USC 251 et se<J.],

47 USC 25l(d)(3).' AT&T further cites the discussion of the court ill Iowa Utilities, 120 F3d

806. addressing this statute:

It is entirely possible for a stale interconnection or access regu.La!ion~ order. or
policy to vary from a specific FCC regulation and yet be consistent \1rith the
overarching termS of section 251 and not substamially prevent the implement3
rion of section 2S1 or Pan TI. In this Cll:CUlIlS't3.nCe. subsection 251(d)(3) would
pre,,'ent the FCC from preempting such a. State rule. even though it differed from
an FCC regulation.

'A similar staDJtory provision also cited by Mel and AT&T is Section 261(c). whicb
provides:

Nothing in (Part mprecludes a Stat(: from imposing requiremems on a
telecommumcmom carrier for intrasum services th.2t are necessary to further
competition in the provision of tel.ephoIJe exchange service or exchange access,
as long as the State'5 requirements are %Iot iD.consisrent with [Part IT) or the
{FCC's] regulations to implement [Part II).

47 t.:SC 261(c}.
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AT&T concludes that a Commission-imposed COtllmon transport oblig.a.tion would not be

susceptible to preemption beeall5C it funhm the purpose of the fedcnl act to introduce

competition inrD loea..l exchange markets.'

Mer argues that relieving Ameriteeh Michigan of the obligation ro provide cornmon

uanspon in combiDation with OUlet elements wOl,Ud mean that the retail serviees of CCompetmg

providers would be inferior to,~.~_~tly ':han, those pro~jded by iDC'urnbems...~ccording

to Met, discr.mb1ation of chis variety would vioLat! both Section 251(c)(3) of the feda'al act aDd

Sections 305(1) and 355(1) of the Michigan act, MeL 484.2305(l):.MSA 22. 1%9(30S)(l),

MeL 4&4.2.35~l):MSA 22.1469(355)(1).

AT&T a~ relies on Section 3SS as creati.nJ~ a duty for Ameriteeh Michigan to proVide

ccmmon transpon. AT&T cites Secti0t13SS(2). which provides: ·UDbwuiled sa-vias and

poUlts of intereonnection shall include aI a min.imum the loop and the switch port." Emphasis

supplied in AT&T's reply eor:nmems at 10. AT&T interprets:.his phrase as conferring authority

for the CommissioD to require furthe1 unbundling. including common traDspon. Mel focuses

vn the stxtutory definition of a "port" as "the eatirety of local exchAnge service [excep: for the

loopl. including ... SWitching somvare. loc.a1 calling, and a.c.cess to ... intercx.chaDge and

intra-LATA (011 carriers.· MCL 484.2102(x)~ MSA 22. 1469(102)(x). MCl reasons Wt the

stannary definition of a pan encompasses rotr.mOD traDSpOn as part of a local calling service.

'Ameritech Michigan says thar SectioD 251(d)(3) does not forestall preemption be<:ause
common ttaosport, in its view. is incons~t with Section 251. .
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MCI and AT&T also argue that Iow3 Uti1iti.e~ does DDt alter Ameritee.h Michigan's

preexisting CODtraet'Ull obligations to provide prc·a.ssembled. combinations of elementS under its

interconnection agreements.

MCI and AT&T propose that c.ommon tra.DS')Ort be offered in conjunction with unbundled

local switching for both local and long-dista.n.ee !:alling. Mel further proposes (aDi AT&T

supports) a common tranSpOn me of SO,(XXH09t per minute of use. which MCI derived from

Ame~hMichigan's TSLRIC smdies for Call Plan 50 and~ PLan 400 (re~~ r~)

services. MCI aDd AT&T also object to AmeriLecll Michigan's tariffprovisioD requiring

competing loc:aI eXch1ngc carriers to subs¢n"be to dl.dic3ud crunk pons a:od collocation. which

they view as an interface with dedicated transport licks Wt would be llnnece~ for common

transport. FiDally. MO aDd AT&T say that requ~ collocation is UllIlecessary and inefficient

from a teehnic.a.l stAndpoint and would raise th~: cost of provid.in.g service through unbundled

network elements.

The: Staff says thaI the Commission should reaffinn the determinations regarding common

transport in its Jwy 14, 1997 order. The Staffs view is that the Eighth Circuit's ruling ~oes not

alter the validity of the July 14. 1997 order. Tbe Staff adds that Ameritectl Michigan should be

ordered to delete tariff provisions thaI are mcot1Sisttm with common tr3.Il.SpOrt: e.g.• the

requirement that a competing provider subscribe to at lW't one dedica1ed tnmk port.

The Commission rejectS Amtritech Michigan's coIlteoooD that the amended opinion in !2!::!

Utilities requires a different understanding of the legal considerations applicable to common

transpon than that in effect when the Commission issued the July 14 and September 30, 1997

orders in this case. C0IItral'Y to .l\meriteeh ~iich.iga.n's interpretation of the law, the Eighth
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Circuit's amended opinion of Oaober 14. 1997 did DO( purport to address common tranSpOn.

overrule the FCC's Third Ordex on Recon.sidetatiOt\. or reddine bow unbundled i.Du:-office

transmission facilities should be m3dt ava.iL1ble. Common tra.o.5pOIt. as that tetm is defined'bY

the FCC and used in this Commission's orders. is a functionaliry provided through in1er-offic:e

transmission bciIities. Although it may be used in conjunction with lXher equipmenr aDd

funaionalities to provide a complet: te1ccommuniatioDS set\'icc. it is not rna1eria1ly different
- ...,.

from the other unbtmdled componean of the Z1Ctwodc in this respect. No single wmpoo.em is

capable of providing loeal exchange servi~ on :l stand-alone basis. Amtriteeh Michigan's

argument tha1 common transport embraces several discrete eleme:nts is basically an aIgw:ntDt

ovu how to define a network. e1.eml:nr. ~ Commission finds that the facilities used to provide

common tranSpOrt have the Utlifying characterll.tics of a netWork fuDction and tha1 it is therefore

appropriate to address common traDSPOrt as an unbundled network: element. Moreover, the

Commission fiDds much merir in the FCC's r~LSoo.iag rejecting Amerittcb Mkbigan's argu-

menu to the contrarY in the Third Order on RecoDSide.ration.

The Commission further fiDds that even if Ame:lteCh Michigan's interpretation of fedc:ral

law were valid. the Micbig3.D Tel.ccommunicarions Act requires the Commission to administer

and enforce the obligations of illcum.be01 providers to offer common transport. Section 355(2)

states that unbundling of basic local exchange service requir~ the separation into the loop and

pon elements -at a minjmum. - However. the same principles th11 mandate unbundling make it

appropriate to CC1lliider fw1her d:saggregatiOIl. of basic local e~c:bange service uno more

constiNen1 elemems than simply the loop and the port ~oreova. unbundling into more and

smaller components or functions of the net"'1lork furthers the cowperitive purposes and policies
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of the Michigan Telecommunications Act. The Commission abo agrees with Mel that the

S~tu1Ory deftnition of .pan. as "the entirety of low eXchange" (except for the loop) ustd to

provide local calling is consistent with the unbuncning con.eepts of the Miclligan Teleeommuni·

C3tions Act and embraces the common cransport fUnction. If it did DOt, local calling would not

be a viable me311S of tem2inating any call tba.t did Dot originate in the same end office.
. -

The Commission~~jecu the argument m.at Iowa !ltili.~pr9'mp:s Stale law, even if

Ameritech Mic.higa&'s imerprttation of the ~un decision were valid. The d.eeision reflected the

coun's conclusion of law that the FCC ov~1ed itS Sta.Mory atUhority in requiring iDcum-

belts to combine multiple netWork elementS. k' argued by AT&T aDd MO. this holding does

not inhibit a state ccmmissioll from maod2I:ing various elements or ccIDbin.ations of elem.tD1S

under state law. The federal Telecommunications Act of 1996 explicitly preseI'YCS swes'

authority to impose requirements that accelerate competition in the local eXcl:w1ge market

beyond what fede:rall.aw would otherwise maDdate. 47 USC 25l(d)(3), 261(c).'

Consequently, the CoI'IIlJJission sees no rea:;OD to depan from itS previous detenninatioD that

Amc:ritech Michigan shonld make cammon tntlSpOI't avail3ble as an unbund1ed network

element. The Commission therefore reaffirms the provisions of the July 14, 1997 order relating

ttc arguing that a common transpon obligation would impede the puzposes and policies
of fcderallaw I Ameriteeh Michigan apparentl)' relies on the EigbIh Circuit's perceived need to
maiata.in the distinction "between a.cee.ss to unbundled ~twork~ on the one hand m:1
the purchase at wholesale roes of an incumbeIlI's telecoII:J:rl:I\lDk:ations ret3i1 services !or resale
on the other." Order amending Iowa Utilities. slip op. at 2. However. providing common
transport as an W1bundled oecwork elemeu1 wc.wd not erode that distinction. A competi.Dg
pro'o'ider of local exchange service would continue to uce a choice between the different risks
and benefits of co~bining common transport with other elemeuts (as weU as it3 own facilities),
on the oDe hand, and purcbasing retail local exc.h.ange servic.e at the resale discount, on the
other.
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to common tnnsport and directs Ameritteh Michigan to c.omply \\'ith the order by filing tariff'

provisioos thaI fully iIDplc:ntnt the common tnD.:sport obligations.

The Commission funha finds that, (or the IIlOSt part. it should not consider additional

substantive modifications to common transport aJ: this stage in the proceedings. Therefore, the

Commission rejects mOSt of the new ptoposals pUI forward by MCl and AT&T, iDcludiDg their

proposal to revise the usagHeDSitive rate do~W3ld. However, ane~ pen:ains to

Ameritee.b MiclllgaD"s t3riff provisions that are~ on its original propc,sal to provide

dedicated tnDSpOrt. As argued by the St3ff and others, Amer'itecl:1 Michigan should be required

to eliminate those wiff provisions mandating elements and SeMecs that are llOt DeUSS31')' when

a competing provider uses common transport. As ~amples, the tariffs may not obligate the

provider taking common tranSpOrt also to pay f:>r a dedicmd tnmk port or to subscribe to

eollocation as a means of tenninating its unburdled~s to common rranspon facilities. As

alre=ady noted. Ameriteeb Michigan must alsc revise its tariffs to be comistent in all other

respects ·with the July 14. 1997 order's provisklIls relating to common transport.

Resale Dis",u.nt

~ Staff's avoided COSt model computes t.he resale discoUDt percentage by diViding the

retail costs Wt the provider would avoid incu::ring in a wholesale setting by the provider's total

revenues Tbat would be subject to resale. A3 approved in the July 14, 1997 order, the resale

disCOWlIS COt11pUIed under the model were 2S.96 % if the purcJwing provid.:r chooses DOt to use

Amentec:h Michigan's OSIDA services and 1!~.96% if the provider purchases Ameriteeh

Michigan's OSIDA services. AlthOUgh Ame1iteeh Michigan generally accepts the model. it

proposes three revisions 0:1 rehe:aring.

Page 23
U-llZ80



costs in the computation of the cfuto\l.n1 applicable to providm purtbasing services ·without

OSIDA.· Althoup Ame:rit«h Michigan a~; that OSJI)A ~CDUes shouJd be removed from

the denominator (revenues subject to resale), it ,does not agree tl:W the DumeratO! (avoided costs)

should also be increased by the costs of providi:!1g OSIDA. Ammoo Mic.bigan says that those

costs (which appear in accoums 622O-operaLor systemS expense, 6621-aIl campletion

that making an a..1ditional provision for them iD th:~ effectively double-couxus them.

Second. Amentec.h Michigan says that an cldjustmettt reducing the ·without OSIDA"

numerator is necessary to ensure that the OS/DA-rclated retti1 costs that it would avoid in a

·with OS/OA • wholesale setting are not doubk-counted in a ~witbout OSfDA· wbolesale

setting. (The cost accouQt$ affected by this adjustment are 661G-marketing and 6623--eustomer

services.) In Ameritecb Michigan's vievr, providing OSIDA services consumes these costs in

r.b.e same proportion as any other retail service. To impleme:nt this assu:nption, Ameritec.h

MicbigaD computed the ratio of OSIDA revenues to total revenues subject to resale as 6.614 %

and reduced the "without OS/DA" avoided COSts in aCCOUlts 6610 and 6623 by 6.614%.

Third. Ameritech Michigan contends that rece:DI experience in Wisoonsin has sho\llt1 thaI it

will incur costs for uncollectible accoUD!S in a wholesale e:nviIomntnr. Ameritec:h Michigan

represems that bankrupt carriers owe it more than $1.5 million, although it has not written off

any of those amoUDI:S. Ameriteeh Micbigan l:urther represeDt'S thlt it incurs losses due to

uncollectible accounts w~n it bills interexchange :a.tr.ers for access charges. A.meriteeh

Michigan propo~ tb.at tht avoided cost perc:emage of uncollectible expense be revised from

Page 24
U-11280



100%. as proposed by the Staff, to 86.69%, as Am.eriteeh Michigan proposed a1 the onset of

this case. This adjustment would affect both the ~with - and -without OSIDA- compUtltions.

In ~onse, AT&T states that the resale diseo,mr perceouges approved in the July 14. 1997

order are within the range of discoums approved ill other stlteS. AT&T docs concede that

Ame:rirech Michigan's first adjustment (rda%ed to ilCCOUIltS 6210. 6621, aDd (622) is appropri-

ate. However, AT&T opposes the oW:r adjuscmcw. A:I:'&T argues that mere are DO avoided. ~ '.-". ".

costs related to OS/DA in aetOunts 6610 aDd 662';;, $0 that aD adjustment to remove those costs

in the ·without OSIDA- scc.ario is inappropriaIe. Ar~T also aI&'1e$ that Ameriteeh Michi-

gan's belief that iI will incur some degree of tlDCO llcaibIe expc:nse in its wholesale busines.s is

specula1ive and thaI indications ofbankrup[ci~ 01: billing disputes affectiDg Ameriteeh's

Wisconsin wholesale customers do not mean that their bills \lr'ill not be paid.

AT&T also proposes several of its owo adjU!tmenIS. FirSt, AT&T C(lcc.ends that the

avoided cost percentage applied to accounts 6220, 66~1, and 6622 slJould be 90%, Dot the 75 %

used in tl:te Staff's model. Second, AT&T propc,ses [0 iDcrease the numeratOr of the computa

tion by additional COSt ai.:COWllS. which it says the Staff ignored. lo The ouccome of AT&T's

proposial$ arc resale discount percentages of 28.40% withC'ut OSfDA and 2~.S3% with OS/DA.

Mel criticizd Ameritech Michigan's proposed adjusttnents for beil:g onHided and

piecemeal. Mel says that the Commission should either reaffirm the discount PC'J'CeDJagcs

approved in the July L4, 1997 order or adopt MCI"s own reca1~on thaI follows through on

all of the implications of Ameritceh Michigan's position. Mel says its proposed reQlcu1ation

incorporates the first and third of Ameritech Mich.ig311's adjustmem.s, but it rejects the second

100000ese accounlS an 6S3~raticnstl:stin~, 6S34-operations plam adminisnation,
6S6O-depreci.ation - general support. And 7240-<lper3ting tax.
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adjustment, which would reduce the avoided cost l:llUflCralOr for OSJDA-re1attd coStS in

aCC()W1lS 6610 and 6623. Mel claims thaI every (:ost category contains some OS/DA-related

expenses, bur thal Ame:riteeb Mic.higan'slimittd 2idjustment is selective and aims to lower the

discount.

Mel's rea.1cnlation enIails 5eVera1~adju~ts. First, it proposes to remove the rosts

associated with iDrcmatc a!Id imramle toll access. and unregulated seryi(;es from the compata-

!ion on the ground that those services arc DOt subject to \he resale dis~unt. To facilitate this

adjustment, it uses AutaIlWed Report Management Wormation SyStem (ARMIS) 43~ data,

wbich excludes interstate access costs and reveoue.s. Second. Mer coatinues, its adjuStmf:nts, as

well as the cost effect of AmtriteCb Michigan's fu-st adjustment. would necessarily affect

avoided indirect costs, which are assumed to bear the same relationship to total indirect COstS as

the rario of avoided direct costs to toW direct co:sts. Because MCl applied the COSt effects to

reduce the denominator of the rario, itS allocation of avoided indirect costs increased.

MCI:s recalculation produces resale discounts of 21.81 % \llithour OSIDA aDd 20.20% with

OS/DA. II

Ameritech Michigan opposes MCI's and Al'&T's CDUllIffProposals. I.a response to Mel's

recalculation of the discounts, AmeriIech Michigan tim argues thaI it is inappropri3ze to remove

COsts of cettain services from the dcnomina.tor of the indirect cost allocator and then apply the

allocator to an amount of rota! indirect costs that reflects chose same services. St.cond,

Ameritech Michigan argues that it is not necessuy to adjust for unregulated services because the

'IMCl's computed resale discount percentages appear in its rc:yised EWbit DLR.S,
wlu::h w;..s filed with its reply commentS 00 Dec:e1r.ber 5. 1997 2:Od c6rr~t itS C011lp-.JtatiO:1S

that were filed in an earlier pbase of the case.
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approach adopted by the Cocnnti.ssion used ARMIS 43-03 dau. which excJu.des unregulated

revenues and costS.

With respect to AT&.T's proposal to cha.nge the avoided con percentage for ~ marketi.r1g

and custamer seIVice acxowus from 75 % to 90 %. Ameritecb Michigan says that 75 ~ is

conservative. given that 2S~ of tIlt COSts suppon tc,lla~ services tbal will not change in a

resale environ.menL. AmeriUch Michigan criticizes AT&rs inclusion of avoided costs

associated with other accounts as speculative a.nd UIII'ea1istic in a wbolesale sea.ing.

The St.1ff concedes thaI Ameritech Michigan's first adjustment. relatiDg to the removal of

OSIDA-related expenses in accountS 6220. 6621. a.nd 6622. is ~rrect and should be

incorporated in computing the ·without OS/DA· di.scoUIlt. The Staff says Wt this challge

sbould also increase the indirect cost allocator. Ho wever, the Staff opposes Ameritech

Michigan's other twO adjustments and otherwise s\Ipporn the determ.i.oations in the July 14.

1997 order. The Staff computes the resale discount without OS/DA to be 21.55% and also

recommends, that the COmmiSSiOD not change me "''''ith OS/DA" discount of 19.96% that was

adopted in the July 14, 1997 order.

Ameritech MichigaD's first adjustment. wbich reduces the "\\-;thout OSfOA· numerator by

OSIDA-rel31ed costs in accountS 6220. 6621. and 6622. corrects a compUtational irregul3rity.

The S<aff and AT&T coocede that it is appropriate. Th.e:refore. the Commission accepts this

atijustment. However. the other adjUJtments proposed by Ameriteeh Michigan, as well as those

proposed by AT&T and Mel, are disputes over juClgmem:aI maners that the Commisswn

previously rej~eted in its July 14, 1997 order. The COmmis.siOD finds that those adjustments

rely on speculative assumptions. lack persuasive suppon in the record. and do Dot otherwise
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~t the standard for rehta!ing. Therefore. the QlmmissioD revises the ·without OSIDA·

disCOUDl to 21.55 ~, as recommended by the St:aff, and retains the ·with OSIDA • discount of

19.96~, as approved in the July 14, 1997 order.

Tariff Changes

Except for the tariff provisions th.u are incons,istem with the common transport provisions in

the July 14, 1997o~ or with other provisions (If that order aDd tOday's order, the Commis·

sion finds that the tariff provisioDS submitted by Ameritech Michigan on July 24, 1997 are

appropria1e.

<;oDcJU$ioD

The modified cost inputs approved in this order axe Ameritech Michigan's depreciation

proposal and the uteoded TELRIC adjustment relating to shared and common costs (but not

Ameritecb Michigan's overall proposal for allocating a pool of shared and common costs). In

addition. Ameritecb Michigan shall revise those tariff provisioos that are inconsistent with the

common cra.n.sport obligations set fordl in the Ju.ly 14, 1997 order. Tnt wiff revis:oDS must

lIl3Jce clear that a competing provider subscribing to common traDspon: is under no obligation to

use dedic:aIeQ trUI1k ports or collocation as the IIlt:3.nS of using common Q'UlSpOrt in conjunction

with other unbundled netWork elemeIltS to pro...·ide local exchange service. Finally, the resale

discoWlt for competing providers that c:hoose D()C to use Ameritech Michigan'S OSIDA services

will be revised to 21.551. The Commission finZ thaI rehearing should be denied in all other

respects.
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in this ordet and sball submit those stud.ies, tOgethl~ with all tariff changes neeessary to

implement this order, to the Commission within 1/$ ca1end3r days after this order is issued. -The

cost stlldies shall be treated as eonfidem:w.

The Commission FINDS thaI:

a. Jurisdiction is punuant to 1991 PA 179, as amended by 1995 PA 216, MCL 484.2101

et seq.; MSA 22.1469(101) et seq.; 1969 PA 306, as amended, MCL 24.201 d seq.;

MSA 3.560(101) et seq.: and the Commission's Rules Gf Practice and Procedure, as amended,

1992 AACS. R 4«).17101 er seq.

b. The iIJputs used in Ameritech Michigan'~; C{)St studies should be modified as set forth in

this order.

c. Ameriteeb Michigan's tariffs should be In.od.ified to be consisten.r with the c01DJ:I1on

transport provisions in the July 14, 1997 order.

d. A,maiteeh Michigan's resale dlscoUDt fl)r bundled retail services should be 21.55% if

the purchasi;)g prOVider does not obtain OSIDA services from Arterirech Michigan.

e. In all other respects, the petitions for re:hearing should be denied.

THEREFORE, IT IS ORDERED tb3t:

A. The modifications to Ameriteeh Mich:igan's cost study methodology and proposed~,

fernJ.S, and conditions for unbundled netWork f:1emems, inIe:t:Onneaion services, :l.Dd~e

services are 2pproved. 85 discussed U1 this order. In all other respectS, the petitions for
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rehearing are denied. and the cost methodologies and rates, terms. aDd conditions approved in

the July 14, 1997 order shall remain in effect.

B. Ameritecb Michig21l sball file tow servi~ long run iDcremental cost and related st"Jdies

and tariffs. with the modifications required by tllls order. within 14 calendar days.

The Commission reserves jurisdiction and Illay isS'le tunher omen as necessary.

AIly party desiring to appeal this orOer must do so iII the appropriate CDurt within 30 days

after issuance and notice of this order. pursuaD1 to MeL 461.26: MSA 22.45.

MICHIGAN PlmUC SERVICE COMMISSION

lSi JobD G. Strand
ChairmaJ1

(SEAL)

lsI JOM C. Shea
Corm:nissiooer

Is! Oavid A. Svanda
Commissioner

By its action of January 28. 1998.

lsI DorotID' WidSMP
Its Executive Secretary
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